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....

January '27. 1998

Ms. Magalie Roman Salas
Secretary
Federal Communications Commission
Room 22:2
1919 ~'1 Street NW
Washington. D.C. 20554

Re: CC Docket 97-211: WorldCom I MCI Menzer

Dear Ms. Salas:

The attached letter was delivered to the FCC yesterday evening. Please add it to the record of this
proceeding.

Sincerel\ .

~!dt//k~'
-Leonard S. Sawicki

Attachment



January 26. 1998

The Honorable William Kennard
Chairman
Federal Communications Commission
1919 \1 Street. :\.W.
Room 814
Washington. D.C. ~0554

Dear Chain11an Kennard:

Today. WorldCom and MCI file their joint reply to comments concerning our merger. As those
comments and our earlier submissions demonstrate. the MCI WorldCom merger is detinitely in the
public interest.

On one issue. ho\vever. we want to add our personal voices, Some have questioned Mel
WoridCom's residential strategy.

\tCl \\'orldCom intends to be the leading local sen'ice competitor for both residential and
business customers of all sizes across the country. Indeed. local market entry is a driving force
behind our merger.

Our investment has -- and will -- follow that intent. Each company has already invested billions
of dollars to enter local telephone markets. Simple business logic explains why. MCI WorldCom
will have an established base of residential and business customers. the marketing and
product-development expenise to reach those customers. and the local facilities that will be used
most efficiently by carrying residential night and weekend traffic along with business traffic.

But investment will flow and intent can be fulfilled only where real business opponunities exist.
Thus far. achieving the goal of local competition has proven extremely painstaking and difficult
because of delay. litigation and the obstructionist tactics of incumbents. Early approval of the MCI
WoridCom merger -- and careful and vigilant enforcement of the Telecommunications Act -- are



vital steps to bringing competitive choice in local phone service to residential and husiness
customers.

Sincerely.

;;>~ ~"'''4/>7~
Bernard J. Ebbe';s
President and CEO
WorldCom. Inc.,

cc: Commissioner Susan Ness
Commissioner Harold W. Furchtgon-Roth
Commissioner Michael K. Powell
Commissioner Gloria Tristani

Ben C. Robens. Jr.
Chainnan
MCI Commllnications Corporation
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Before the
FEDBRAL CCMMtJIo:CATIONS COMMISSION

Washington, DC 20554

In the Matter of

Applicatiane of'Wor1dCOm, Inc. fo~

TraD8fers of Control of Mel
Communications Corporat1on

STATE OF MISSISSIPPI, )
) 8S.:

CO'ON'1'Y OP HINDS, )

AFFIDAVIT OF
SONIT PATBL

CC Docket No. 97-21:1.

1. My name iB SUDit Patel. I ~ t.he Treasure~

of WorldCam, Inc. (·WorldCom").

2 . I participated in the preparaeion of

WorldCom's estimates of achievable cost savings that are

expected to result from its proposed merger witb MCl commu-

nicatioDs Corporation ("MCl"). Those cost savings are set

forth at pp. 40-43 of Amendment No.3 to Wor1.dCom's SEC

Form S-4, filed with the SEC on January 22, 1998, and

attached as an Exhibit to the Joint Reply filed by WorldCom

and Mel with the Federal Communications Commission on

January 26, 1998. The cost savings estimates were prepared

jointly by a team of worldCom and Mcr engineers and

analyots. They are estimate., but WorldCoIll bel.i.eves that

they are I on the whole r achievable. WorldColn also believes

tha~ they are reasonable when compared to t:he conibined

C!ompany'8 re~es and operating expenses.



3. To calculate tba projected cost savings

rIl!l5lUltiDg' from WorldCotaI s Pr0p08ed. merger with MeX (the

"proposed merger"), WorlciOom estimatl3d. the projected costs

WorldCom and Mel would incur on a stand alone basis, and the

proportion of those co.t~ that could be reduced by combining

the .businesses of the two oompanies.

4. When estimating those proj ectecl savings,

WorldCom relied on i~. experience in the talecommunieatioBS

business and its experience with acquiring other companies.

Worldcom has met or exceec18d its projected coat savings

estima~eB whQtt a~quiring companies in the past.~ WorldCOm

anticipates that it will similarly meet its projected cost

savings estimates after its merger with Mel.

S. WorldCom cievot:ed considerable ~ffOr1: to devel-
\

oping its synergy estilUtes:. Although it would be

impo••ihle in this affidavit to replicate all of that work,

I will desoribe t~e specific CXB~l~s of WorldCom'. esti-

mates of certain cost savings arising from the proposed

merger: reduced domestic network costs, avoided costs in

HeIls local activities and reduced local capital expendi­

tures_ For reasons of confidentiality, I will not eliscuss

specific detailed ciol1.~ amounts. This affidavit is not

intended to be an exhaustive or ~rehensive analysis of

1 Par example, WorldC01n substantially exceeded its
projected cost eavings estimates after acqui~tDg MFS
Communica~ions Company, Inc__ on December 31., 1996.
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all· the savings that lforldCom and. MCl can achieve aB a

resu~t of the prcp08ed merger and does not attempt ~o set

forth any revenue enhancements that: might result from the

merger.

I • DOMESTIC !1B'1WORI( COST SAVINGS

(; . Dontestic network co.ee incl\\Cle fixed line

COlBles and ".riahle line costs. For fixed line eos1:s,

wcrld.Com and Mel pay a Bet monthly fee for access an another

company's network. For variable line costs, WorlclCom and

MCI pay a fee on a metered, per-minute or per·oall basi•.

A. fixed Lipa Cost&

Four types of fixed line COSIts are involved:

offnet easts, dedic_ted accesB line and looal loop line

costs, entrance facility costs and direct end office

trunlting costs.

a. Offnct Oosts

7 . WorldCom and Mer inour offnet line costs when

they lease a line from each other or anotber interexchange

carrier to provide services off their respective networks.

For example, WorldCom leases a line from MCI to provide

service for its customers between Dallas and El Paso, Texas.

The mont~y fee paid to le... that l~e is recorded as ~

offnet cost.

8. The S-4 estilaates were based in part on

WorldOom'8 anticipation that it will be able to reduce ita

- 3 -



projected offnet costs after the merger by moving its offnet

capacity that is on the long distance networks of other

carriers to MCI' 6 long distance network. WorldCom c:urrently

bas: a. portion of its offnct ca.pacity on Mel's long distanoe

network. After the proposed merger, WorldCo1n expects to be

able to move an additional portion of its offnet capacity to

Mer's facilities by 1999 'and a significant port1on by 200~.

9. The S-4 estiutes were also"aBed in part on

WorldC01Il'. anticipation that MCI will be able to reduce its

proje~t.d offnet costs after the merger by moving its offnet

capacity that is on the long distanoe network. of other

c.~riers to Worlc1COln' 5 long distance network. Mel currently

has a portion of its offnet capacity on WbrldComls long

distance network. Within the fir8t few years after the

propoBed merge~. WorldCom anticipates that Mel will be able

to move more of its offnet capacity eo WorldCom's fac1l­

iti.&. As WorldColl\ expands its long diseance network

through new builds, WorldCom ant:icipates that Met would move

a significant amount of its of£net capacity to worldCom's

net\rork by 2001..

b. ~/LL CQits

10. WorldCOm and MCl :LDcur dedicated access line

C-DALW) costs and local loop C-LL·) line costs when they

lease a line fram a local exchange carrier. A DAL typically

conneets an end. user to an IXC's switch. Such a DAL allows

- 4 -



the long distance custcu.r to by-pass the LEe's 61111tched

network when the customer receives or places a call.

WorldCOtn le•••• such a line if it CiAn provide that long

di~tance customer better rates by incurring the CAL cost

than it could by routing the customer's lang distance dalls

through the LEC's local switahed neework. Similarly, a

local loop provides a non-switched connection between an IXC

and an end user. When 1forldCom provides a customer with a

private line between different cities, it leases a local

loop from a L!lC at either end of tbe private line to com­

plete ehe non-switched connection between the end users.

The cost of leasing such lines is recorded •• nAL and LL

costs, respectively.

11. WorldCot1l and MCl incu:r direct end office

trunking ("DEOT") oOlite when they lease a line from a !.Be

that connects Worldcem's and Mel's r ••pective POPa with a

LRC's and office (il wDJ;lOT route"'). It worldCODl and Mel do

not lease a DEOT route, then a call on their respective

network. enter$ the LEe's network through the LEe's serving

wire center and is rout.ed to the LEe's tandem switches.

Each tandem switch is connected to se~eral end offices that

are in turn connected by copper wires to end users. The

call is routed from the tandem switch to the appropriate

end. office and then to its ultilllate destination. Hel and

WorldCom must pay the LEe a per-minute or per-call fee to

carry their respective eratfic from the LEe's serving wire

- 5 -



center to the LEC'~ end offices. That per-minute or per­

call fee is recorded .s a subpart of their respect~~e

a"itched access cost:.s. In contrast, t.he OSO'1' route goes

d1rectly from the IXC' B pop to t:.he LEe's end office. The

DEO'r cost is a fixed, monthly fee. Thus, WorlaCOtn and Mel

lease a DEOT route when the ~lume of traffic routed through

a particular LEC end office is high enough that the DBOT

cost i8 less than the swi.tc:hed a.ce.a8 costebat Would De

incurred wicbout the leased DEOT route. '!'he monthly fee

that each company pays to lease a DEOT route is recorded as

a subpart of ita respective DAL/LL cost.s.

1.2. The 8-4 es~imate. were based in part on

Wo~ldCam's ant1cipation that Mel will De able to reduce ita

proje~ted DAL and LL costs after the merger by moving its

CAL and LL capacity that is presently on the local networks

of other carriers to Worl<!Com l s and Brooke Fi.ber1s local

~t:.worlc.. After the merger, WorldCom's and Brooks riber's

networks could provide significantly more of MCIls DAL and

LL capacity than they are currently providing. As Worl.dCom

expands its local networks through new builcls, WorldCom

could provide even more of that capa.city by the year 2002.

- 6 -



c. Bntrlpce FAcilities Cpsts

13. WorldCom and. MeI incur entriiUlce facilities

costs -hen they lease a ~ine from a LEe that connects the

LEO'a serving wire center with worldCom's and Mel's respee­

tive points of presence (·POP·). The monthly fee that

Worldcom ancl MCl pay to l ••se line. between a I"BC' s serving

wire center and WorldOom's and MeI's respective pOPs is

recorded ali an entrance facilities cost.

14. The S-4 estimates were based in part on the

assumption that Met will be able to reduce its projected

entrance facilities costs after the merger by moving its

entrance facilities capacity that is on the local networks

of other carriers to WorldCom'S and Brooks Fiber's local

networks. After the merger, Wor14Com! s local network could

provide a significant portion of MCI's entrance facility

capacity. As WorldCom and Brooks Fiber expand the1r local

networks, WorldCom could provide even more of MCl' s entrance

facility capacity by 2002.

B. Var!pblg Line QgstB

15. Six t.ypes of variable line oost. are

involved: switched acce~5 costs, in-RATS costa, domest.ic

WATS costs, non-contiguous WATS costs, directory aeeistance

costs and debit card costs.

- 7 -



a. switched Ags••• CAI;-
1~ • IfOrldcom aDd Mel incur switched. ace••• coats

when they use the local Bwitched network of a LEe to origi·

nate or terminate a ~0Dg d1.~ance call. Onlike DAL COSts

and LL coste, switched acce5S c:o.te are incurred on _ per­

minute or per-call basis. For exa1tlple, if a W.8h1ngton,

D.C. customer is connected through a DAL to WorldOom'6 POP,

WorldCom pay. a monthly fee to a LEe in Wa.ningt~, D.C. fer

the DAL. If that customer make. & call to Los Angeles,

California, 1forldCom pays· a per-minute or per-call tee to a

LEe to complete the call through the LEe'. local switched

network in :Loa Angeles. Such a call WCluld enter the LEe's

network at its serving wire center and then pa•• through the

LEe's tandem switches and the appropriate end office before

reaching its final destination. The per-minute or per-call

fee for accessing the LEe's ~witched network is recorded as

:l. switched accese cost. As de8cribed allOve, WorldCOII'l and

Mer reduce their switched access costs when they lease a

DEOT route.

17. The S-4 estimates were based in part on

WorldCom'. anticipation that it will be able to reduce its

projected 8witched access costs after the p~osed aerger by

mcv1ng its switched access capaciey that is an the local

networks of other carriers to Mel's DEOT routes. WorldCom

is projected to Ieag. DEOT routes for a port~o.n of its local

network traffic carri.ed by LEes. Mer leases Slignificantly

- 8 -



mere DBOT routes tbml WorldCom. After the merger, worldCOm

ant1cipate8 that it could take advantage of Mel's DBO'l'

routes and move a significant amount of its local network

traffic onto MeI'e rou~.s.

18. The S-4 e8tillate" were also based in part on

WorldCom'& anticipation that Mel will be able to reduce its

projected switched access coats after the proposed me~er by

moving it:.s switched access capacity t.hat i. on the local

netwo2:ks of other carrier. to WorldCOln's and Brooks Fiber' Ii

local networks.

b. In-JIATS COsts

19. WorldCom and Mcr incur In-MATS costs wban

calls originate on another IXC's network and are delivered

to wOl:'ldCom's or MCI's respective networks. The orig.i.nating

IXC bills MCX or WorldCom foX' such calls. WorldCOm and Mel

incur In-WATS costs when the call originates off their

respective networks within the continental united Staees,

Alaska, canada, Hawaii. Puerto Rico or the Virgin Islands.

Por example. if an end user places an -SOO" call in Canada

to a WorldCom custcmer, Worldcom pays a per-minute or per­

call fee to the IXC in Canada to deliver the ~eoo· call ~o

WorldCom's network. The per·minute or per-c:all fee paid by

WorldCom to the originating IXC ill recorded as an In-WATS

cost.

.. 9 -



20. The 8-4 estimates were based in part on

WorldOom's aD~icipation that it and MCl will be able to

reduce their projected In-NATS costs after the merger by

optimizing cheir In-WATS rates with other long distance

carriers and by taking advantage of Mel"s additional facil­

ities and relationships with other carriers. MoreOVtlr, the

combined c~y could achieve an additional reduction in

In-WA'rS costs by takiDg advantage of its greater purchasing

po~r and negotiating lower rates.

c. Dgmoltic MAts Cgats

21. WorldCom and Mel incur c10mestic KATS costa

when they pay each other or another lXC to terminate a call

within the cOIleinental United States. IXCs incur domestic

~TS costs wbenthey have overflew traffic. The per-minute

or per-call fee paid by the originating IXC to the

terminating IXC i. recorded as a domestic w.ATS cost.

22. The S-4 estimates were based in part: on

WorldCom's anticipation that it and Mel will be able to

reduce their projected dome5t1c ~TS costs after the merger

by optimizing their domestie WA'rS rates ,,1th other long

distance carriers.

d. lion-Cpntiwoys MATS Costa

23. WorldCom and MCl incur non-contiguous WA'rS

costs when they pay another IXC to terminate a call within

Alaska, Canada, Hawaii, Pu_erto Rico or tbe Virgin IslaDds.

- 10 -



NOD-coneiguOU8 HATS costs are thus the same as domestic HATS

costs, except for the area in which the call is terminaeed­

24 . The 5-4 estimates were ba.ecl in part on

WorldColn's anticipation that it ;;md Mel will be able to

.redUce their proj ected ncn-eontiguoWl WATS costs after the

llerger by optimizing their non-contiguous WATS rat.es with

other long distance cilrriers and by taking advantage of

MCI's additional facilities and relationships with o~her

carriers. MOreoveX", the combined company could achieve an

additional reduction in itB noD-contiguous HATS costs by

taking advantage of its greater purchasing power and

negotiating lower rat.es.

e. Direqto~Assi.tance Coats

25. worldCom and Me! incur direct.ory assistance

o08ts when they pay LEe. tor providing directory assistance

services to their respective long distance cuetomars. Par

example, if a New York City customer of WarlclCom calls

direeto:y a.sistance in Washington, D.C., bY clia~ing -1-202­

555-1.212-, WorldCom pays a LEe in Washington, D.C. a per

call fee for providing the directory assistance service.

That fee is recorded as a directory assistance cost.

26 • The S-4 estimates were ba.ed in part on

WorldOom'8 anticipation ~hat it and Mer will be able to

reduce their projected directory assistance coses after the

merger by optimizing their directory a••istanee rates with

- 11 -



LEes. The comb1118d c:cmpany could achieve those savings by

taking advantage of ies gnater purcha8ing power and negoti­

ating a reduction in its current directory assistance rates.

f. pebit ~rd Cplts

27. WorldCom. incurs debit card costs wben it pays

a third-party vendor a per-minute or per-call fee to proeess

ealllJ made on its debit. c&rds. for exaatple, llfhen a c:ust.omer

places a call using a WorldCom debit card, the ca11 goes

through a third-party vendor whioh tracks the call and

l:8oords the debit. WorldCOm pays that vendor a fee for each

call. The fee ia recorded as _ debit eard cost.

28 • The 5-4 e8timates were based in part on

liorldCom's anticipation t.hat it and MCl will be able to

reduce their projeoted debit c~ costs af~er the p~po••d

merger. WorldCorn could achieve those savings by lIloving its

debit card serviees to MC!' s debit card platform. lfhere Mel

uses a third..party vendor to process some of its debi.t card

service., WorldCom anticipatee that t.he combined company

could also achieve debit card sayings by taking advantage of

its greater purchasing power and negotiating lower rates for

outside vendor resources.

lIe AVOIDBD COSTS IN MClis LOCAL ACTIVITIES

29. Mel incurs both SG&A costs and line costs

when it offers local services to its customers. Mel pro­

vides local services by uaing its own local networks and by

- 1.2 -



reselling ~he services of ether LECs (suoh as the RBOCs) in

areas tdlere it does not OWn local Detworks. MCI' Ii local

services businel!l8 operated at a 10•• in 1997 and is

projected to operate at a loss in 19'8.

30. The 9-4 estimates were based in part on

WorldCom;a anticipation ~hat the eomb1Ded company will be

able to expand MeI's local services lIIOre efficiently than

Mel woul.d be able to do so on a stand-alone basis, for two

reasons. l,j.rst, the combined company will be able to reduce

its SG&A costs for local services. ThoBe sav1ngs lIill

resUlt from reduCltion. in adnlini.~rative costs in areas

where each company owns its own local networkc. bCOM,

after the proposed merger, the combined company will use the

combined local networks to the fullest extent possible to

provide 10ea1 services to customers who would otherwise have

been serviced thz:oough • LEe'lI fac1lities. :By relying on

WorldCom's local networks, the combined compaDY will reduce

its costs for its local services and thus improve its profit

margins for those services. The combined company will

experience greater co.t savings and better profit margins

o~r time as the revenue frotn it. local services increases

and it utili2GS its own local facilities to a greater

extent.

- ~3 ..
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ItI . LOCAL CAPITAL BXPENDlTORE SAvtHGs

31. Mel incurs oapital 82Cpe!1Ses "hell it expanels

it. loeal network8 within ~1ties where it already offers

local servic•• and builds local networks in new cities where

it does not offer 8uch service.. The 5-4 estimates were

based onWorldCom-. anticipation that the me~ger will reduce

the oOmbined company's projected local capital expenditure

budget: primarily by reducing duplication and by creating "

greater purchasing efficiencie_.

I hereby swear, unde:r penalty of perjury, chat the

foregoing is true and correct, to the best: of my knOWledge

and belief.

sunit Patel

Sworn to before me this
:'v\t-
,~day of March 1998.

f

Notary P ic
I\!Qt:!ty PUblic SlalO 01 lJiuissiPlli larce
f.4y CommissIon E::pires: OC:IOOtlf 5, 1S:l!)
BONDED THAU HEIOEN·I.IARCHETT/. INC.
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I. QUALIFICATIONS AND BACKGROUND

1. I, Dennis W. Carlton, am Professor of Business Economics at the Graduate

School of Business of The University of Chicago. I received my B.A. in Applied Mathematics

and Economics from Harvard University and my M.S. in Operations Research and Ph.D. in

Economics from the Massachusetts Institute of Technology. I have served on the faculties of

the Law School and the Department of Economics at The University of Chicago and the

Department of Economics at the Massachusetts Institute of Technology. I specialize in the

economics of industrial organization, which is the study of individual markets and includes the

study of antitrust and regulatory issues. I am co-author of the book Modern Industrial Organiza­

tion, a leading text in the field of industrial organization, and I also have published numerous

articles in academic journals and books. In addition, I am Co-Editor of the Journal of Law and

Economics, a leading journal that publishes research applying economic analysis to industrial

organization and legal matters. I have served as an Associate Editor of the International

Journal of Industrial Organization and Regional Science and Urban Studies, and have served

on the Editorial Board of Intellectual Property Fraud Reporter. A copy of my curriculum vitae is

attached as Appendix 1 to this affidavit.

2. In addition to my academic experience, I am President of Lexecon Inc., an

economics consulting firm that specializes in the application of economic analysis to legal and

regulatory issues. I have served as an expert witness before various state and federal courts,

and I have provided expert witness testimony before the U. S. Congress and a variety of state

and federal regulatory agencies. I also have served as a consultant to the Department of

Justice on the Merger Guidelines of the Department of Justice and Federal Trade Commission,

as a general consultant to the Department of Justice on antitrust matters, and as an advisor to

the Bureau of the Census on the collection and interpretation of economic data. I have also

provided testimony on telecommunications matters before Congress, Federal Courts, state


